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United States General Accounting Office 
Washington, DC 20548 



July 18, 2002 

The Honorable Charles 0. Rossotti 
Commissioner of Internal Revenue 

Subject; Management Report: Improvements Needed in IRS's Accounting 
Procedures and Internal Controls 

Dear Mr. Rossotti: 

In February 2002, we issued our report on the results of our audit of the Internal 
Revenue Service's (IRS's) financial statements as of, and for the fiscal years ending, 
September 30, 2001, and 2000/ and on the effectiveness of its internal controls as of 
September 30, 2001. We also reported our conclusions on IRS's compliance with 
significant provisions of selected laws and regulations and on whether IRS's financial 
management systems substantially comply with requirements of the Federal 
Financial Management Improvement Act of 1996. A separate report on the 
implementation status of recommendations from our prior IRS financial audits and 
related financial management reports will be issued shortly. 

The purpose of this report is to discuss additional matters identified during our fiscal 
year 2001 audit regarding accounting procedures and internal controls that could be 
improved These matters are not considered material in relation to the financial 
statements; however, they warrant management's consideration. 

H^^ltg in Brief 

During fiscal year 2001, IRS had a number of internal control issues that affected 
financial reporting, including safeguarding of assets. These issues concern policies 
and procedures over (1) receipt of taxpayer payments, (2) courier services that 
transport taxpayer data, (3) employee fingerprint records, (4) issuance of manual 
refunds, (5) release of tax liens, (6) recording of property and equipment (P&E) 
transactions, (7) linking of property and accounting records, (8) software licenses, 



'U.S. General Accounting Office, FinanciaL Audit: IRS's Fiscal Year 2001 and 2000 
Financial Statements, GAO-02^14 (Washington D.C.: Feb. 27, 2002). 
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(9) reimbursable receivables," and (10) recording changes in administrative account 
balances. 

Specifically, we found the following. 

• IRS did not have adequate control over taxpayer payments received at 
certain field locations. We found that (1) although receipts were usually 
issued, notices reminding taxpayers to obtain receipts for payments were not 
present, (2) at two field office locations, payments placed in drop boxes were 
processed by only one employee, and (3) payment logs were not reconciled to 
taxpayer documents. As a result, IRS's risk of theft, loss, or misuse of 
taxpayer deposits was increased. 

• IRS service center campuses did not ensure that couriers had undergone 
background checks. As a result, IRS's risk of theft, loss, or misuse of deposits 
and taxpayer information was increased. 

• IRS's database to track fingerprint results was subject to technical constraints 
and human error. These issues resulted in numerous instances of erroneous 
or missing data. Incomplete and inaccurate fingerprint data may hamper IRS's 
investigations of security violations. 

• IRS staff did not always perform or document required monitoring of 
manually processed tax refunds. As a result, the risk that other staff or IRS's 
automated tax system could issue duplicate refimds was increased. 

• IRS did not record the dates on which certificate of lien releases were mailed 
to courts and we noted long delays between the date of the IRS certificate of 
lien release and tlie date the local jurisdiction recorded its receipt. Delays in 
releasing tax liens could cause undue hardship and burden to taxpayers who 
are attempting to sell property or apply for commercial credit. 

• IRS did not follow procedures for promptly recording assets on its property 
management system, resulting in delays in the proper accounting for 
hundreds of P&E items, such as microcomputers. 

• IRS's asset acquisition costs on the accounting records could not always be 
linked to assets recorded on the inventory records. Consequently, the 
existence of certain property acquired and recorded on accounting records 
during fiscal year 2001 was not verifiable. 



'IRS provides goods and services to federal agencies, state and foreign governments, and 
private organizations on a reimbursable cost basis. Payments due to IRS for these activities 
are referred to as reimbursable receivables. 
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• IRS's property nwiagement system did not maintam an inventory of software 
or software licenses. As a result, IRS could not determine its compliance with 
software licenses or effectively account for and manage acquired software. 

• IRS did not adequately monitor and review reimbursable receivables to 
determine their validity or collectibility. As a result, certain amounts 
recorded as reimbursable receivables reported on IBS's financial statements 
were not valid or were uncollectible. 

• IRS did not have procedures to estimate and accrue material changes in 
administrative account balances throughout the fiscal year. The lack of these 
procedures going forward may preclude IRS from having assurance that 
interim financial statements it is required to prepare for fiscal year 2002 per 
the Office of Management and Budget (0MB) Bulletin 01-09, Form and 
Content of Agency Financial Statements, are reliable. 

At the end of our discussion on each of these issu^, we offer recommendations for 
strengthening IRS's internal controls. 

In its comments, IRS agreed with our recommendations and described actions it was 
taking or had planned to address several of the control weaknesses described in this 
report, At the end of our discussion of each of the issues in this report, we have 
summarized IRS's related comments and provided our evaluation. We also 
considered IRS's feedback on our findings and have made revisions as appropriate. 

Scope and Methodology 

As part of our audit of IRS's fiscal yeajra 2001 and 2000 financial statements, we 
evaluated IRS's internal controls and its compliance with selected provisions of laws 
and regulations. We designed our audit procedures to test relevant controls and 
included tests for proper authorization, execution, accounting, and reporting of 
transactions. 

We conducted our audit in accordance with U.S. generally accepted government 
auditing standards. Further details on our scope and methodology are included in 
our February 2002 report on the results of our fiscal years 2001 and 2000 financial 
statement audit.'' We requested comments on a draft of this report from the 
Commissioner of IRS or his designee. We received written comments ft-om the 
Deputy Commissioner and have reprinted the comments in enclosure I to this report 



''GAO-02-414. 
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IRS Needs to Strengthen 
Controls Over Taxpayer Receipts 

During our fiscal year 2001 financial audit, we identified several issues related to 
IRS's controls over tasqpayer receipts that increased the risk that such receipts could 
be lost or stolen and that the theft would not be timely detected. GAO's Standards 
for Internal Controls in the Federal Government requires agencies to establish 
controls to safeguard valuable assets and reduce the risk of error or fraud. The 
standards state that such controls should include 1) periodic comparisons between 
resources and records to ensure proper accountability and 2) segregation of duties so 
that no one individual controls all aspects of a transaction. 

In prior audits, we had noted weaknesses in IRS's physical controls over service 
center campus and field office taxpayer receipts.* We recommended that IRS (1) 
establish procedures to provide receipts to walk-in taxpayers'^ at IRS service center 
campuses regardless of the method of payment, and (2) post signs at the campuses to 
remind taxpayers to ask for receipts. We also recommended that IRS record 
remittances made by walk-in taxpayers in control logs prior to depositing them in a 
locked container, and that IRS reconcile the control log information to the tax 
receipts prior to processing. As a result of our recommendations, IRS issued 
guidance in 1999 and updated its procedures in 2000 on controls over receipts. 
Specifically, these procedures required IRS to (1) post signs in all service center 
campus lobbies to remind taxpayers to request a receipt, (2) record payments made 
by walk-in taxpayers on control lo^, and (3) establish segregation of duties for 
recording and reconciling taxpayer receipts. 

During our fiscal year 2001 audit, we found that service center campuses no longer 
accepted walk-in payments, but rather directed taxpayers to field offices. At the field 
offices we visited, we found that although IRS employees usually issued a receipt for 
walk-in payments, IRS had no policy requiring that field offices issue a receipt for all 
payments. Additionally, IRS had no requirement that signs be posted in field office 
lobbies to remind taxpayers to request receipts. One field office we visited had not 
posted such signs. The issuance of receipts for all payments, followed by timely and 



^U.S. General Accounting Office, Internal Revenue Service: Physical Security Over 
Taxpayer Receipts and Data Needs Impi-oveinent, GAO/ArMD-99-15 (Washington D.C.: Nov. 
30, 1998); U.S. General Accounting Office, Internal Revenue Service: Custodial Financial 
Management Wealcnesses, GAO/AIMD-99493 (Washington D.C.: Aug, 4, 1999); U.S. General 
Accounting Office, Intetmal Revenue Service: Recomfnendations to Improve Financial and 
Opemtiotml Management, GAO-01-42 (Washington D.C.: Nov. 17, 2000); and U.S. General 
Accounting Office, Internal Revenue Service: Progress Made, but Further Actions Needed to 
Improve Financial Management, GAO-02-35 (Washington D.C.; Oct 19, 2001). 

*WaIk-in taxpayers are individual taxpayers who choose to conduct business with IRS in 
person. Generally, these individuals are directed to the IRS field offices which have units set 
up to handle questions and accept payments from such taxpayers. 
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thorough management reviews of receipts issued, provides better accountability for 
walk-in payments received by IRS. 

Additionally, we found control issues related to drop boxes maintained at field offices 
for walk-in taxpayers to deposit payments. At each of the two offices we visited, we 
found that only one employee emptied the drop box and recorded the payments on a 
log. At one of the offices, the same employee later reconciled the payments to the 
log. Requiring two employees to retrieve and record payments from drop boxes 
establishes better control and accountability for these receipts. However, IRS 
currently does not have a policy requiring dual control over drop box receipts. 
Additionally, IRS did not provide adequate oversight to ensure that its employees 
adhered to its policy regarding segregation of duties over the reconciliation of 
receipts. This increases the risk of theft of taxpayer payments. 

IRS did not have poUcies/procedures to reconcile receipts found dnring final candling 
to the final candUng log." As a result, we found that two IRS service center campuses 
and one of two lockbox banks' we visited did not reconcile receipts found during 
final candling to the candling logs. At the lockbox bank, we noted that two separate 
logs were used to record checks found during final candling. Employees performing 
final candling recorded only tlie number of checks found on tlie initial log while a 
supervisor prepared a second more detailed log several hours later that identified the 
taxpayer and the amount of the check. However, the supervisor did not reconcile the 
number of checks indicated on the initial log with the checks on hand. Consequently, 
bank managers were unable to explain differences we noted between the number of 
checks on the initial log and the detailed log. The failure to maintain adequate 
control logs of all checks found during final candling increases the risk that not all 
checks will be accounted for and eventually credited to taxpayers' accoxmts. 

Recommendations 

We recommend that you direct IRS management to develop policies and procedures 
to require that 

• field office employees provide taxpayers receipts for all walk-in payments; 



"Final candling occurs at the end of the mail extraction process. After contents from 
envelopes are extracted, IRS staff illmninate, or "candle" all envelopes which have already 
gone through the extraction process to ensure that all contents are actually removed prior to 
the envelopes' destruction 

'A lockbox refers to a commercial bank with a designated past office box to which taxpayers 
are instructed to mail their pasnments and related tax documents. These lockbox banks 
process the documents, deposit the payments, then forward the documents and data to IRS 
service center campuses to update the taxpayers' accounts. Treasury's Financial 
Management Service (PMS) has agreements with nine lockbox bank locations on IRS's 
behaJf. 
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• field offices post signs in the most visible locations to remind taxpayers to obtain 
receipts for payments; 

• two employees be present when payments are collected and logged from drop 
boxes; 

• IRS and lockbox employees performing final candling record receipts in a control 
log at the time of discovery, recording at a minimum the total number of 
payments found, the amount of each payment, and the taxpayer who submitted 

the payment; and 

• IRS and lockbox managers or designated officials reconcile logs of payments 
found during final candling to the related receipts and documents. 

We also recommend that you direct IRS headquarters management to ensure that 
field office management comply with existing receipt control poUcies that require a 
segregation of duties between employees who prepare control logs for walk-in 
payments and employees who reconcile the control logs to the actual payments. 

IRS's Comments and Our Evaluation 

hn its comments, IRS noted that it had taken several actions to address this finding. 
Specifically, IRS stated that it (1) revised signs and posted them in all Taxpayer 
Assistance Centers or field offices notifying taxpayers that they may request a 
receipt, (2) distributed to Taxpayer Assistance Center sites or field offices a 
procedural memo outiining separation of duties to emphasize the need to have more 
than one employee process drop box payments, and (3) established a task force to 
develop procedures to reconcile payment logs. We will evaluate the effectiveness of 
mS's efforts during our fiscal year 2002 firiancial audit 

IBIS N^^q^ Better Enforcement 
Of Courier S ervice PqUqy 

During our fiscal year 2001 audit, we found that IRS did not have effective controls in 
place to ensure that new courier service requirements were enforced. Since 
November 1998, we reported that IRS did not have effective controls over courier 
services responsible for transporting taxpayer receipts.^ This increased IRS's risk of 
theft, loss, or misuse of deposits and taxpayer information. We recommended that 
IRS develop policies to ensure that contracts related to courier services do not 
unduly expose the government or taxpayers to losses in the event of lost, stolen, or 
damaged deposits in transit. In response, IRS issued courier service standards that 
require that courier service employees pass a limited background investigation. 

During our ftscal year 2001 audit, we identified weaknesses in IRS's enforcement of 
its courier service standards. Specifically, at the two IRS service center campuses we 



"GAO/AIMD-gg-lB, GAO/AIMD-99-193, GAO-0M2, and GAO-02-35. 
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\dsited, we found that background checks for couriers were not performed or were 
performed too late. At one campus, managers did not believe a background check 
was required because their couriers did not physically enter the campus facility and 
the courier policy only required couriers given access to campus premises to pass a 
background check. The courier policy limits background check requirements to 
couriers given access to campus premises. However, to better protect the 
government and taxpayers against theft and losses, background checks should be 
performed on IRS couriers entrusted with deposits because they are given access to 
the deposits, which contain taxpayer data Managers at another campus understood 
the intent of the courier policy and obtained backgroimd checks for its couriers even 
though they did not enter campus premises. However, the background checks for 
these couriers were not performed prior to entrusting them with deposits and 
taxpayer data because campus managers did not know how to initiate the 
background check process for couriers and did not know who was responsible for 
eiisuring that this process was performed. As a result, fingerprints and background 
investigations on the couriers were not initiated until the latter part of fiscal year 
2001. This increased IRS's risk of theft, loss, or misuse of deposits and taxpayer 
information. 

Re commendation 

To ensure that service center campus management and the courier service meet the 
intent of minimum courier policy requirements, we recommend that you direct IRS 
headquarters management to clarify that the requirement for background 
investigations is meant to apply to personnel being entrusted with taxpayer receipts 
and information, rather than just persormel being granted access to an IRS facility. 

IRS's Comments and Our Evaluation 

IRS agreed that courier service employees should undergo background checks, IRS 
noted it is working with FMS to modify courier service contracts and is amending the 
IRM to require the cornier service to satisfy requirements for a basic investigation, 
which includes a Federal Bureau of Investigation (FBI) fingerprint and name check. 
We will evaluate the effectiveness of IRS's efforts during our fiscal year 2002 financial 
audit. 

IRS Needs to WQfK With 

To Correct Fingerprint System 

During our fiscal year 2001 financial audit, we identifled problems with the integrity 
of certain information in a key database system IRS uses to track compliance with its 
employee fingerprinting requirement. Specifically, we found numerous instances of 
missing or erroneous data in the National Finance Center's (NFC) Securify Entry and 
Tracking System (SETS) database. According to IRS staff, these problems are due to 
both technical limitations in SETS and human error. Tracking fingerprint results 
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provides an important internal control for IRS to prevent the hiring of applicants with 

inappropriate backgrounds. 

In response to issues we raised in previous audits concerning physical security of 
taxpayer receipts and data, IRS issued a directive in April 2000 that prohibited the 
hiring and placement of an applicant at any IRS location until the applicant's 
fingerprint check had been received and case disposition evaluated. An IRS 
memorandum issued April 23, 2001, provided guidance on monitoring IRS's 
background investigation program, including fingerprint results. The memorandum 
states, "It is critical to the integrity of the system that the information entered in 
SETS is timely and accurately entered." Based on the guidance, IRS officials are 
required to review a SETS report that tracks records that have missing fingerprint 
results or that indicate employees began work before their fingerprint results were 
received. The officials are re(piired to follow up on these records, and update the 
SETS system accordingly. 

Our analysis of over 20,500 employee records in the SETS system identified 411 
records with missing or erroneous data. Specifically, there were 231 employee 
records with blank fields for the date fingerprint results were received and 180 
employee records where the dates the fingerprint results were received were earlier 
than the dates the fingerprint checks were completed per information from the Office 
of Personnel Management (0PM). SETS data for 42 of the 180 employee records 
showed that the employees entered on duty after fingerprint results were received, 
while 0PM data indicated that fingerprint results were not provided by 0PM until 
after the employees began working at IRS facilities. 

According to IRS officials, many of these discrepancies are due to technical 
constraints within SETS. For example, 

• SETS did not always retain data fields when a person's status was changed 
from applicant to employee. 

• The SETS database allows only one record or line entry per employee or 
social security number. Therefore, when subsequent fingerprint/background 
results are received and entered, SETS eliminates the initial fingerprint record 
and replaces it with the new data. 

• The "enter-on-duty" dates for seasonal employees are "locked" in SETS for a 
period of time. When subsequent fingerprint checks are processed, the SETS 
system will show the most recent date that these subsequent fingeiprint 
checks are initiated and completed. However, the system will not allow a 
change to the enter-on-duty date until the seasonal employee actually returns 
to IRS employment 

Additionally, IRS officials indicated that in some instances human error contributed 
to missing or erroneous information in SETS. Because of the constraints of the SETS 
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system, staff were using local tools for spreadsheet analysis to ensure that missing or 
misleading information was researched and pertinent data annotated accordingly, so 
that the local liiring and personnel officials could address questions regarding missing 
or erroneous information. 

Because of the data integrity issues with respect to certain information in the SETS 
database, IRS's national office cannot effectively monitor servicewide compUance 
with its employee fmgerprinting requirement. This increases the rtek that employees 
without fingerprint results may have unsuitable backgrounds to handle cash, checks, 
and sensitive taxpayer information, thus increasing the risk of potential theft and for 
misuse of proprietary taxpayer information. 

R^CQmmendation 

We recommend that you direct IRS management to work with the NFC to resolve the 
technical limitations that exist within the SETS database and continue to periodically 
review SETS data to detect and correct errors. 

IRS's Comments and Our Evaluation 

In conunenting on this section, IRS stated that it will work through the Department of 
the Treasury in establishing a dialogue with NFC to address SETS issues. IRS also 
stated that it had recently trained its persormel on analyzing SETS data to ensure its 
accuracy and compUance with IRS's fingerprint policies. We will evaluate the 
effectiveness of IRS's efforts during our fiscal year 2002 financial audit 

IRS Needs to Ensw ^ 
Compliance With Mftiyftl 
Refund Procednres 

During our fiscal year 2001 audit, we found that IRS staff did not always comply with 
the agency's procedures designed to reduce the risk of issuance of duplicate refunds. 
In our prior audits of IRS's fmancial statements, we identified and reported 
weaknesses in IRS's controls over manual refunds that resulted in instances in which 
IRS issued duplicate refunds to taxpayers. This situation occurred because IRS's (1) 
automated and manual refund processes are not adequately coordinated to prevent 
duplicate refunds,'" (2) manual refunds bypa^ most of IRS's automated validity 



"U.S. General Accounting Office, Internal Revenue Service: Immediate and Long-Term 
Actions Needed to Improve Financial Management, GAO/AIMD-99-16 (Washington D.C.: 
Oct. 30, 1998) and GAO-01-42. 

"*IRS issues most refunds through an automated system; however, refimds meeting certain 
criteria are separated for manual processing, including (1) refunds over $1 million, 
(2) refunds below $1, and (3) refunds based on a taxpayer's request for immediate payment 
due to hardship. 
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checks, a2id (3) manual refunds may not be recorded in the taxpayer's accoimt until 6 
weeks after tiie refund has been Issued. 

In response to our findings, IRS implemented a series of written procedures to reduce 
the risk of issuing duplicate refunds. These procedures require employees initiating a 
manual refund to (I) monitor the taxpayer's master file" account until the refund is 
recorded in the account, and (2) document their monitoring actions on case history 
sheets. The procedures also require that supervisors review the initiator's monitoring 
actions and document this review. By monitoring the taxpayer's master file account, 
the employee can detect the recording of subsequent computer-generated or other 
manual refunds and take action to stop duplicate refunds from being issued. 
Documenting the monitoring action allows supervisors to verify and ensure that the 
monitoring is being performed. 

In our fiscal year 2001 financial audit, we found that IRS personnel were not always 
following IRS's manual refund procedures. Specifically, we found that employees 
initiating manual refunds did not always monitor accounts or document their 
monitoring actions, and that supervisors did not always review the initiator's 
monitoring actions. At the two service center campuses we visited, employees and 
supervisors stated they were unaware of the agency's manual refund requirements. 
At one of these campuses, local procedures required clerks, rather than the staff 
initiating the manual refund, to monitor accounts. However, the clerks did not 
document their monitoring actions, and supervisor did not review these actions. 
The failure to follow IRS's refund monitoring procedures increases the risk that a 
duplicate refund will be issued. 

Recommendation 

We recommend that you direct IRS management to issue a formal reminder of 
existing IRS manual refund procedures to supervisors and staff. 

IRS's Comments and Our Evaluation 

In its comments, IRS noted that it sent a communication to all service center 
campuses and field offices requiring that the appropriate IRS division monitor ail 
manual refunds to ensure that no dupUcate refunds are issued and to ensure that 
manual refunds are recorded in the taxpayer's account. IRS stated that this 
communication also required management to document their review. We wiU 
evaluate the effectiveness of IRS's efforts during our fiscal year 2002 financial audit 



"The master file is a detailed database containing taxpayer infommtioa 
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IRS NeediS Procedures to Track 
Status of Lien Releases 



In previous audits and again during our fiscal year 2001 audit, we found that IRS did 
not comply with certain provisions of the Internal Revenue Code (IRC) regarding the 
timely release of federal tax liens. However, because IRS lacks procedures to 
adequately track the lien release process, neither we nor IRS were able to determine 
the full extent of the problem. The failure to promptly release tax hens could cause 
undue hardship and burden to taxpayers who are attempting to sell property or apply 
for commercial credit 

The IRC grants IRS the power to file a lien against the property of any taxpayer who 
neglects or refuses to pay all assessed federal taxes. The lien becomes effective 
when it is filed with a designated office, such as a courthouse in the county where the 
taxpayer's property is located. The hen serves to protect the interest of the federal 
government and serves as a public notice to current and potential creditors of the 
government's interest in the taxpayer's property. For example, federal tax liens are 
disclosed in credit reports of individuals. Under Section 6325 of the IRC, IRS is 
required to release a federal tax lien within 30 days after the date the tax liability is 
satisfied or has become legally unenforceable or the Secretary of the Treasury has 
accepted a bond for the assessed tax. 

In our fiscal year 2001 financial audit, we tested a statistical sample of 59 tax cases 
with liens in which the taxpayers' total outstanding tax liabilities were either paid off 
or abated during fiscal year 2001. We found 5 instances in which IRS's Automated 
Lien System (ALS)'^ clearly indicated that IRS had not released the applicable federal 
tax lien within the statutory requirement. Based on these 5 cases, we estimated that 
8 percent of all liens were not released timely.'* However, we also identified 9 
additioruil cases where the liens may not have been effectively released within the 
required period. In these cases, the time between the date on the IRS lien release 
certificate and the date when the jurisdiction handling the hen stamped the form as 
received exceeded 30 days, in some instances substantially. For 5 of these 9 cases, 
the period between the date on IRS's lien release certificate document and the date of 



'IRS uses ALS to issue and release federal tax liens. ALS is updated for new liens and tax 
accounts by revenue officers at IRS's field offices. ALS generates a certificate of release of 
lien automatically for liens that expii'e after a set period of time or when the statutory 
collection period for an account expires. For accounts that are fully paid or otherwise 
satisfied, ALS generates the certificate of release of lien only after it receives the "fully paid" 
status of the account through a weekly interface with the master file. The certificate of 
release of lien is sent to the county courthouse where the lien was originally filed for formal 
release of the lien. 

'*We are 95 percent confident that the confidence interval around this estimate ranges from 3 
to 19 percent 
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the receipt by the local jurisdiction exceeded 90 days. In 1 of these, the lien release 
was not recorded by the local jurisdiction until 9 months after the date on the hen 
release certificate. 

Currently, the only information IRS has to determine whether a lien was released 
timely is the date on the certificate of release of hen. However, this is the date on 
which ALS generates the document and does not necessarily represent the date when 
the authorizing IRS official signed it or when IRS mailed it to the local jurisdiction. 
IRS procedures currently do not require employees to track the status of lien releases 
up to the point of delivery to the local jurisdiction. As a result, both we and IRS were 
unable to determine whether delays took place at IRS, the local jurisdiction, or a 
combination of the two, and thus devise a strategy to address these delays. However, 
since the lien is not legally released until recorded by the local jurisdiction, these 
delays could cause undue hardship and burden on taxpayers who want to sell 
property or apply for commercial credit. 

Recommendation 

We recommend that you direct IRS management to establish procedures to track the 
release of liens up to the point of delivery to the local jurisdiction to ensure liens are 
released timely to avoid unduly burdening taxpayers once they have satisfied their 
tax liability. 

IRS's Conunents and Our Evaluation 

In commenting on this section, IRS agreed that the failure to timely release liens 
could cause undue hardship and additional burden on taxpayers, and that existing 
procedures should be strengthened to include monitoring the mailing of certificates 
of release. While IRS noted that the timely release of liens also depends upon the 
United States Postal Service delivering the release to the recording jurisdictions 
within established timeframes and the jurisdiction recording the certificates of 
release promptly after receipt, IRS accepted responsibility for generating certificates 
of release and transmitting them to the appropriate recording official, To ensure it 
accomplishes these actions within established timeframes, IRS stated that it is 
formulating procedures requiring a date stamp (mailing date) on the billing voucher, 
which Lists each Hen release IRS sends to the recording official. IRS stated it would 
also reemphasize to staff the importance of timely accomplishing all other lien 
processing steps. We will evaluate the effectiveness of IRS's efforts during our fiscal 
year 2002 financial audit. 

IRS Needs to Improve 
Procedures for Recording P&E 
Acquisitions On Inventory Records 

During our fiscal year 2001 audit, we continued to find issues with IRS's procedures 
for recording assets on its inventory records that inhibit IRS's ability to properly 
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account for and manage its assets. Specifically, we found that the P&E inventory did 
not always contain valid records. In addition, we found that assets were not always 
recorded promptly upon receipt. Accurate records are e^ential for mamtaining 
control over P&E to ensure that assets are properly accounted for and safeguarded. 

While we noted progress in ffiS's efforts to promptly and accurately record P&E on 
its inventory records in fiscal year 2001, we nonetheless continued to find errors in 
IRS's property records, the most significant of which were discussed in our recently 
issued report on the results of our fiscal year 2001 audit," In addition to the issues 
discussed in that report, we also found that 12 of 210 (6 percent) randomly selected 
assets from the floor at 21IRS facilities were not recorded on IRS's inventory 
records." Of the 21 buildings sampled, 7 (33 percent) had at least 1 asset in our 
sample of 10 items that was not recorded on the inventory records. Items not 
recorded included a vehicle, a laptop computer, a microcomputer, and printers. 
While we were unable to determine the exact reason these specific assets were not 
recorded, IRS personnel at 4 other sites we visited stated that procedures for 
recording P&E acquisitions did not function adequately to ensure that assets were 
promptly recorded on inventory records. 

IRS's procedures for recording P&E acquisitior^ provide that the IRS National Office 
create "due-in" or skeletal property records in its property management system based 
on information extracted firom IRS's procurement systems. The objective is to build 
an inventory template record with key information that Single Point Inventory 
Function (SPIF) personnel in the field offices can update upon receipt of the assets. 

Based on our work, we found that improvements are needed to fully achieve this 
objective. SPIF persoimel at four sites where we conducted testing noted that the 
National Office did not always create skeletal inventory records prior to the receipt of 
assets. If a skeletal record was not available upon the receipt of an asset, recording 
the asset on the inventory records was delayed because procedures do not allow 
SPIF units to create an inventory record. Before an asset could be added to the 
inventory records, it was necessary for the SPIF unit to research IRS's procurement 
system to identify requisition information and provide the information to the National 
Office with a request to create a skeletal asset record. As a result, delays occurred in 
recording some assets, and some assets were not recorded until they were discovered 
by 11^ personnel during an annual inventory. 



"GAO-02-414. As explained in this report, in a book-to-floor sample, we were unable to 
locate 25 of 210 recorded assets and concluded that IRS's P&E records were not adequate to 
maintain accountability over its property. 

"For our floor-to-book sample, we obtained a representative selection of P&E items with a 
two-stage cluster sample. In the first stage, we selected a representative sample of 21 
buildings. In the second stage, we selected a sample of 10 assets located at each of the 21 
buildings and traced them to the inventory records. 
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For example, at one site, 178 computers received on September 10, 2001, were not 
recorded on the inventory records until October 1, 2001, because a skeletal record 
was not available when the assets were delivered. SPIF units at the sites we visited 
discovered hundreds of unrecorded items, such as microcomputers and monitors, 
during the fiscal year 2001 inventory. Not only were skeletal records not available 
when assets were delivered, but skeletal records were also initiated but not 
completed, resulting in invalid records. During our fiscal year 2001 audit, we found 
461 invalid property records on IRS's inventory system because a skeletal record had 
been created but not completed. This reduces the reliability of the information 
maintained in the inventory system and impedes IRS management's ability to control 
and account for federal property. 

Recommendations 

We recommend that you direct IRS management to 

• ensure that complete skeletal records are created and available for the SPIF 
units to update upon receipt of P&E, and 

• develop procedures and edit checks to reduce the likelihood of invalid 
property records. 

IRS's Comments and Our Evaluation 

In its commente, IRS stated that it agreed with our recommendations and is taking 
actions to address this issue. IRS stated that it is developing a system and procedures 
to create skeletal records and to ensure timely updates to inventory records. We will 
evaluate the effectiveness of LRS's efforts during our fiscal year 2002 financial audit. 

IRS Needs to Improve 

Its Process for Linking P&E 

Acquisitions to Property Records 

During our fiscal year 2001 audit, we found that asset acquisition transactions 
recorded on accounting records could not always be linked to assets recorded on the 
property records. The ability to link costs recorded on the accounting records to 
property records is essential to yeviSy the existence of assets purchased. 

IRS's property management system does not capture the acquisition cost of P&E. As 
a result, the property management system does not provide either the detailed 
subsidiary records to support the general ledger control balances or the detailed 
information needed for financial reporting. To compensate for this deficiency, IRS 
extracts the acquisition costs of P&E from expense records at fiscal year end and 
accumulates the costs into pools of similar assets. Costs accumulated into asset 
pools are to be linked to assets recorded on the property records through IRS's 
procurement ^stems using procurement award numbers and requisition numbers. 
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However, we found that costs recorded in the accoxmting records could not always 
be linked to items recorded on the property records because the procurement award 
numbers and requisition numbers recorded on the property records were invalid or 
incomplete. 

Although IRS was eventually able to link a majority of the P&E acquisitions we 
selected for testing during our fiscal year 2001 audit, this process took 6 weeks to 
complete. Additionally, IRS was unable to link a number of the P&E acquisition 
items to the property records. Specifically, IRS was unable to link 4 of 17 P&E 
acquisition transactions we tested to the property records and could only partially 
link the assets purchased in 3 other transactions. For example, IRS was able to link 
90 of 180 computers purchased in 1 transaction to the property records.'* 
Consequently, the existence of all property acquired and recorded on the accounting 
records during fiscal year 2001 could not be verified. 

Kecommendation 

We recommend that you direct IRS management to develop procedures to ensure 
that procurement award and requisition numbers recorded on property records are 
complete, accurate, and linked to the accounting records. 

IRS's Comments and Our Evaluation 

hi commenting on this section, IRS stated that it agreed with our recommendation. 
IRS noted that it is developing procedures and systems to capture more detailed 
information on property records and that this process will require vendors to include 
requisition and procurement numbers of equipment purchases at the tune of 
shipment. IRS also noted that the full integration of inventory procurement and 
accounting would occur with the implementation of its Integrated Financial System. 
We will evaluate the effectiveness of IRS's efforts during our fiscal year 2002 financial 
audit. 

IRS Needs Records to Adequately 
Account for and Manage Software 

During our fiscal year 2001 audit, we found that IRS's property management system 
did not capture information, such as the licenser, contract period, and number of 
authorized users essential to ensure that software and software Ucenses are 
controlled and utilized in accordance with software license contracts. The Joint 
Financial Management Improvement Program, (JFMIP) Property Management 
Systems Requirements state that property management systems should capture 
information essential to ensuring that software and software licenses are controlled 



"In some cases, sample transactions, which are disbursement amounts, were payments for 
multiple P&E items. For example, one sample transaction totaling $466,020 was a 
disbursement for purchase of 180 computers witii keyboards, mouses, and monitors. 
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and in compliance with contractual licemes and agreements with software 
developers, vendors, or software licensers. 

IRS's property management system did not provide an inventory of the number of 
software licenses or the number of software installations. To properly account for 
compliance with software license agreements, IRS must determine if the number of 
installations exceeds the number of licenses. IRS is in the process of identifying the 
number of software licenses to record in its property management system. However, 
as of the end of our audit, IRS had not yet recorded software licenses in its property 
management system nor had it developed an approach to assess if the number of 
installations are in compliance with the terms of these software licenses. 

Recommendations 

We recommend that you direct TBS management to 

• record software licenses in IRS's property management system, and 

• develop an approach to assess IRS's compliance with the terms of these 
software licenses. 

IRS's Comments gnd Our Evaluation 

In its comments, IRS stated that it agreed with our recommendations. IRS stated that 
it is executing an action plan that will allow it to record existing software data into its 
property management database and establish a process that will inform the Asset 
Management office of new licenses purchased so ttiey can be recorded within 
established timeframe. IRS stated that it is also developing an action plan that will 
set procedures and policies for the review and compliance to the terms of the 
Ucenses. We will evaluate the effectiveness of IRS's efforts during our fiscal year 
2002 financial audit. 

IRS Needs to Review and Properly Adinst 
Receivables in Its Accountiitg Records 

During our fiscal year 2001 audit, we continued to find control weaknesses over IRS's 
accounting for reimbursable activities, which resulted in IRS overstating its 
receivables for reimbursable activities. During fiscal year 2000, we reported that the 
records IRS maintained regarding reimbursable receivables were not reliable." We 
recommended IRS routinely review and age open reimbursable receivables to identify 
accounts that are no longer valid or collectible. During fiscal year 2001, we did find 
that IRS began aging accounts for the purpose of writing off older transactions and 
that IRS revised loss percentages that it applied to receivable accounts to determine 



"U.S. General Accounting Office, Management Letter: Improvements Needed in IRS' 
Accounting Procedures and Internal Controls, GAO-01-880R (Washington D.C.: July 30, 
2001), 
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the net realizable value of ttiese receivables. However, we found that IBS was still 
reporting reimbursable receivable amounts that were not valid receivables or that 
should have been written off as uncollectible. 

GAO's Standards for Inter-nal Control in the Federal Government states that internal 
controls should generally be designed to assure that ongoing monitoring occurs in the 
course of normal operations. This includes regular management and supervisory 
activities, comparisons, reconciliations, and other actions people take in performing 
their duties. Monitoring of receivables would include assessing receivables to 
determine both the accuracy of the recorded balance and the potential to collect the 
balance. 

We tested a nonrepresentative selection of the five largest reimbursable receivables 
at the end of fiscal year 2001 and found exceptions involving two of the accounts. 
Specifically, we found that one of these accounts was not a valid receivable at fiscal 
year end, and the other receivable was not collectible and should therefore have been 
vmtten off. 

In the first instance, IRS improperly reported as receivables $711,000 of fees charged 
to taxpayers for photocopying tax documents. IRS staff at service center campuses 
had collected these fees when services were provided and had recorded the 
collections in the IRS custodial accounting general ledger. IRS's general ledger 
system comprises both an independent administrative and a cistodial general ledger 
that are not integrated with each other nor with their supporting records for material 
balances. Service center campus staff reported the revenue of the photocopy fees 
from the custodial general le(ier to the administrative accounting staff prior to the 
closing of the accounting records at fiscal year end. However, the actual transfer of 
funds from the custodial system to the administrative accounting general ledger did 
not take place until after the end of the fiscal year. When IRS's administrative 
accounting staff recorded the fees in the administrative general ledger to recognize 
the revenue in the proper period, they recorded them as uncollected fees as of fiscal 
year end. As a result, the amount was erroneously included in the financial 
statements as a receivable. 

In the second instance, IRS reported in its fiscal year 2001 financial statements a 
receivable totaling $405,000 that represented an outstanding charge that had been 
disputed by another government agency. IRS had billed and collected $2,1 million 
from the agency for services provided by IRS staff. However, the agency disputed 
$405,000 of the billed amount and initiated actions to reclaim the disputed amount. 
Based on actions by the agency, Treasury applied the $'«)5,000 of charges against the 
IRS Treasury account and IRS agreed the amount was not collectible. Nonetheless, it 
was erroneously reported as a fully collectible receivable in IRS's financial 
statements. IRS noted that the methodology it uses to recognize uncollectible 
amounts resulted in the actual overstatement of receivables at fiscal year end being 
$243,000. 
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Recommendation 



In addition to fully implementing our previous recommendations regarding more 
effective review of reimbursable receivables,'^ we recommend that you direct IRS 
management to ensure that, in the absence of an integrated general ledger system for 
IRS's custodial and administrative activities, IRS strengthen monitoring and analysis 
of receivables to ensure that receivables are not being erroneously recorded as a 
result of the lack of integration between these two activities. 

IRS's Comments and Our Evaluation 

In its comments, IRS stated that it agreed with our recommendation and that it is 
taking steps to better manage reimbursable activity. IRS noted for example, that it is 
now reconciling all reimbursable receivable accounts with the appropriate general 
ledger accounts monttily and is monitoring activities between custodial and 
administrative accounts as part of this reconciliation process. Additionally, IRS 
noted that it has implemented a process to routinely review open receivables and 
take action to write off amounts as appropriate. We will evaluate the effectiveness of 
IRS's efforts during our fiscal year 2002 financial audit 

IRS Needs to Develop Procedures 
to Estimate and Accrue Operating 
Revenue and Expenses 

During our fiscal year 2001 financial audit, we noted that IRS continued to record 
material administrative transactions only at the end of the fiscal year. IRS's imputed 
costs'" and other benefit-related expenses are determined by other federal agencies, 
and IRS is informed of the annual amount only at the end of the fiscal year. In 
addition, its administrative operations receive exchange revenues from installment 
agreements and other types of user fees and these amounts are also recorded in the 
administrative accounts as exchange revenue only at the end of the fiscal year. IRS 
does not have a methodology for identifying operating activities and estimating 
reasonable monthly accruals for recognizing costs and exchange revenues for its 
administrative operations at interim periods. As a result, IRS's financial records for 
these activities were misstated at interim periods and the significance of these 
misstatements increases over the course of the fiscal year until IRS records these 
transactions at the end of the fiscal year, 

GAO's Standards for Interned CoMrol in the Federal Government requires agencies 
to implement internal control procedures to ensure ongoing reliability of its financial 
reporting. The standards also require that transactions be promptly recorded to 
maintain their relevance and value to management in controlling operations and 



■XJAO-Ol-SSOR. 

"Imputed costs are BBS costs that have been paid in part or in full by other entities. 
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making decisions. Additionally, for fiscal year 2002, 0MB Bulletin 01-09, Form and 
Content of Agency Financial Statements, requires fancies to report interim 
financial statements for the 6-month period ending March 31, 2002. 

Even though IRS could readily estimate the annual amount of imputed costs and 
prepare monthly accruals, it did not have procedures for doing this during fiscal year 
2001. Specifically, we found that imputed costs on IRS's general ledger were 
understated by $406 million until IRS made an adjusting entry after September 30, 
2001. In addition, employee benefit payment expenses were understated by $73 
milUon until IRS made a year-end ac^usting entry. Exchange revenues for its 
administrative operations were also understated at interim periods because these 
revenues were not being estimated and accrued regularly in the administrative 
operations financial records when the amounts to accrue were readily available. 
Exchange revenue totaling over $108 million were not recognized in the 
administrative accounting records until the end of the fiscal year. These revenues 
related primarily to user fees for the processing of installment agreements and 
reviews of exempt organizations/employer benefit plans. 

Had IRS prepared interim fmancial statements during fiscal year 2001, the effect of 
these omissions described above would have been interim information that contained 
material misstatements for net cost and exchange revenue. Until IRS establishes 
procedures for estimating and accruing imputed administrative costs and exchange 
revenues, it will not be able to produce reliable interim financial information. 

We have made recommendations to address ttus weakness in our previous reporif" 
and thus we are not making any new recommendations. However, we wanted to 
bring to your attention the significance of this matter in light of the fiscal year 2002 
requirement under 0MB Bulletin 01-09. 

IRg's Comments arid Our Evaluation 

In its comments, IRS agreed that it needs to estimate and accrue operating expenses 
in a timely manner. IRS stated that it began recording quarterly expense accruals in 
fiscal year 2002. Additionally, IRS stated that in fiscal year 2002, it began recording 
actual quarterly user fee revenues in its administrative accounts. We will evaluate the 
effectiveness of IRS's efforts during our fiscal year 2002 fmancial audit. 



This report contains recommendations to you. The head of a federal agency is 
required by 31 U.S.C. 720 to submit a written statement on actions taken on these 
recommendations. You should submit your statement to the Senate Committee on 
Governmental Affairs and the House Committee on Grovemment Reform within 60 
days of the date of this report. A written statement must also be sent to the House 



'''GAO-02-35. 
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and Senate Committees on Appropriations with the agency's first request for 
appropriations made more than 60 days after the date of the report. 

This report is intended for use by the management of IRS. We are sending copies to 
Chairmen and Ranking Minority Members of the Senate Committee on 
Appropriations; Senate Committee on Finance; Senate Committee on Governmental 
Affairs; Senate Coirtmittee on the Budget; Subcommittee on Treasury and General 
Government, Senate Committee on Appropriations; Subconmiittee on Taxation and 
IRS Oversight, Senate Committee on Finance; and the Subcommittee on Oversight of 
Government Management, Restructuring, and the District of Columbia, Senate 
Committee on Governmental Affairs. We are also sending copies to the Chairmen and 
Ranking Minority Members of the House Committee on Appropriations; House 
Committee on Ways and Means; House Committee on Govenunent Reform; House 
Committee on the Budget; Subcommittee on Treasury, Postal Service, and General 
Government, House Committee on Appropriations; Subcommittee on Government 
Efficiency, Financial Management, and Intergovernmental Relations, House 
Committee on Government Reform; and the Subcommittee on Oversight, House 
Committee on Ways and Means. In addition, we are sending copies of this report to 
the Chairman and Vice-Chairman of the Joint Committee on Taxation, the Secretary 
of the Treasury, the Director of the Office of Management and Budget, the Chairman 
of the IRS Oversight Board, and other interested parties. Copies will be made 
available to others upon request. The report is also available on GAO's internet 
homepage at http:/Aoww. gao.gov. 

We acknowledge and appreciate the cooperation and assistance provided by IRS 
officials and staff during our audit of IRS's fiscal year 2001 and 2000 financial 
statements. If you have any questions or need assistance in addressing these matters, 
please contact Charles Payton, Assistant Director, at (213) 830-1084. 

Sincerely yours, 




Steven J. Sebastian 
Director 

Financial Management and Assurance 
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DEPARTOENT OF THE TREASURY 

WASHINGTON, D.C. 20224 



June 20. 2002 



Mr. Steven J. Sebastian 
Actir»g Director 

Rfiandat Management and Assurance 
U.S. General Accnunting Office 
441 G Street, NW 
Washington. DC 20548 

Dear tvtr. Sebastian: 

I am responding to your diaR of the FY 20D1 management tetter entitled, Mansgement 
Leitar. Improvemonta Naedail m IRS's Accounting PmcedurBs and Internal Conirtis. 

1 agree we need to oonthue to improve accounting pracedmB and internal controls. In 
fast, management iias already begun addressing several of the an»s your 
reoommendatlorw cover. However, I disagree, in part, with some of Itie Issues you raised. 
The following are our specific comments on each recommendaition. 

Recoinmendalion ; We recommend that you direct IRS management to develop and 
Implement poUciss add procedures to require that field office employees provide taxpayer 
racalpts fbr all walinn payments; field offices post signs in the most ^dslble locatjons to 
remind taxpayers to oblaln receipte for payments; two employees be present when 
payments are coltected and logged tram drop boxes IRS and lockboit employees 
perfontiing final candKng record receipts in a contrd log at the time of discovery, recording 
at a minimum the total number of payments found, the amount of each payment, and the 
taxpayer who submitted the payment; and IRS and lockbox managers or designaled 
officials reconote logs of payments found during final candBng to «ie related receipte and 



We also recommend that you direct IRS headquartere management to ensure that field 
office management comply with existing receipt control polhMs twt reqiwe a segregation of 
duties between employees who prepare control logs for walk-In payments and employees 
who reconcile the control logs to the actual payments. 

Comments-. We have taken the following corrective actions to address Us Jiidlng: 

1) Revised Document 10161 to indicate a receipt Is availabia upon request aid posted 
signs in all Taxpayer Assistattcs Centers (TAC) or fieW offices nolliying taxpayers that 
they can request a receipt 

2) Distributed to TAC sites or field offices a procedural memo outlining separation of dulles 
to emphaa'ze the need to have ntoie than one employee process drop box payments 
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3) Established a task force to devetop prooedureB to reoondle payment logs. We expe<a to 
Issue procedures to TAC or field olTices by Och^ 1 , 2002. SB/SE wU worit with W&i 
to ensure we Include these changes in LocMwx Processing GuidelinsG for January 
2003. This will also be an agenda item tor discussion at the 2002 LocMxix Conferet^ce 
In August 20D2. 

ReoommendaUon : Wo recommend (hat you direct IRS headquarters management to clarify 
that the intent of the requiremenf for background hvestlgatfons is meant f» apply to 
personnel being enlRisfed with taxpayer receipts and InfbmiaBon rather than Juet personnel 
being granted access to an IRS facing. 

Commentsr. We disagree with GAO's Hnding that iRS service centers did not verily that 
couriers tfan^orting iark deposits were Insured. The IRS has always required courier 
service employees to be licensed, insured, ra- bonded. However, we agree that courier 
service employees should undergo background checks. We are working with FMS to modify 
courier service contracts. For example, we wiii amend IRIM 3.8.45, Campuses Deposit 
Activity, ooiffier senAce minimum requirements (effective August 1 , 2002) to Include the 
folk>w&i9 language: 

A. Courier Service 

Shall ensure that courier service empioyeBS designated to transport Internal 
Revenue Sen/ice deposits and/or requiring access to Internal Revenue sites satisfy 
the requirements for a Basic Investigation, which Includes a FBI Fingerprint and 
Name check, as defined in fRM 1.23.2.2.8.1.1 . 

Reoommendatiofi : We recommend that you direct IRS management to work with the 
National Finance Center (NFC) to resolve the technics^ imitations that ewst within the SETS 
database and continue to periodicaily review SETS data 1o detect and correct errors. 

CommenIS: All NFC contact is facilitated Ihrcugh the Office of Human Resource Enterprise 
Systems (OHRES), Department of the Treasury. We vrfil prepare a letter for the Chief, 
Agency^ide Shared Senrices' signature addressed to the Director. OHRES requesting 
assi^ance to ee)£d>ljsh a diabgue with NFC to address SETS issues. The goal of this 
action Is to make SETS a better tool for tracking fingerprints and background investigations. 
We wiii submit the letter to Treasury by June 28, 2002. 

Personnel offices must review SETS data monthly and ensure its accuracy and compliance 
Wfith IRS' fingeiprint policies. We condudEd three days of personnel training on June 6, 
2002, that focused on managing the fingerprint and background investigation program and 

devoted a module to analjoing SETS data. Al 23 personnel offices were re ' " " '"" 

approximately 40 Individuals In attendance. 
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Comments: We IssiKd an Information Alert on December 6, 2001. wISi the foilowlng 
procedures: 

W&t or SB/SE (depantflng on the taxpayer) wifl monitor aB manual returvls to ensure 
WB Issue no duplicate refunds and post the manual refund, amd will document the 
monitoring actions. Management will review and document ttielr revfew to ensure 
monitoring for duplicate refunds Is ongoing until tfw manual reftind posts to the 

Recommendation: We recommend that you direct IRS management to establish 
procedures to track the release of liens up to the point of delivery to the local Jurisdiction to 
ensure Hens are released timely to avoid unduly burdening tt»e taxpayer once they have 
salisned thsr tax iabilily. 

Comments: We agree that failure to timely r^ease liens can cause undue hardship 
and additional burden on taxpayers. We also agree procedures should include 
monitoring the maiing of certificates of release after the Automated LJen System 
(ALS) generates the certificate. 

Our ALS units normally print and mail certificates of rcicaso. Some locations are able 
to electronically transmit liens and releases la Wm recording ofTidal, a process that 
wortcs efficlentV and with little delay. In those locations requiring manual pnxjesslng 
of paper documents, we have determined that our oflices mail oeitlicates of release 
at least weeldy, Some offices mail these certificates dally. We not only depend on 
our own procedures for mailing but we also depend upon the Uruted States Postal 
Service (USPS) to deliver the release to the recording jurisdictions within established 
timeframes. We also depend on the recording jurisdiction to record certireates of 
release promptly after receipt. 

We accept full rssponsiblllty for generating certificates of release and transmitting 
them to the appropriate recording official, by mail or electronic transfer, within the 
timeframes established by law. To further ensure we accomplish these actions within 
established timeframes, including document mailing, we are fonnulatlng procedures 
requiring a date stamp (mailing date) on the billing voucher. This document lists each 
release we send to the recording official. When we Issue these procedures to the 
field, we will re-emphasize the need to timely accomplish all other processing steps. 

We believe these procedures will further reduce taxpayer burden. Those processes outside 
the IRS' control (USPS and recording jurisdictions) continue to add risk and contribute to 
additional taxpayer burden. 

Recotnmwidatlon: Wo recommend that you direct IRS management to ensure that 
complete skeletal records are created and available for the SPIF units to update upon 
receipt of P&E, and devebp and implement procedures and edit diecks to reduce the 
likelihood of invalid proper^ records. 
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Gamnmnts: We agree with this recommendation and are deveioping raquliBmonts to 
implemem an Electronic Packing Silp to address It. We mil require verKlois to forward, in 
an electranlc tbmat, specific Infomiatlon pertaining to equipment purchases at the time of 
shipment. We will use this Intonrtatlon to txjild the skeletel records prior to the equipment 
arrivirtg tm site, in conjunction wHh this effort, we are developing poScies arKf procedures to 
track these siceleton reoorcte and fbSow up with appropriate sites after a determined length 
eS time to ensure timeiness of record updates. We wil include these pnocedures In the 
IRM. In addftfon, we are currently reviewing the database for data anomalies and following 
up v^th appropriate areas lor corrections. This also triggers process and procedural 
improvements to prevent future anonrialies. We are also expandng our use of Networi< 
mcmitoring tools to bach asset activity and are refining transactional bu^ness rules to 
entianoB and tighten data validation prior to Its entry Into the database. Shortly, we will 
havB Hie capability to impfement mass updates of ass& transacfions, 

Reoomnwndation: We recommend ttiat you direct IRS ntartagement to develop and 
implement procedures to ensure that procurement award and requisition numbers recorded 
on property records are complete, accurate, and linked to the accouiting records. 

Comments: We agree with this recommendation, The electronic Packing Slip mentioned 
atiove will also require vendors to include requisition and procurement numbers of 
equipment purchases at the time of shipment. We wil) use Uiis infonnafon to build the 
skeletal records prior to the equipment arriving on site. Full integration of inventory 
procurement and accounting will occur vm the Implmtentatkm of ttw integrated Financial 

Recommendation : We recommend Siat you direct I RS management to record software 
licenses in IRS' property management system, and develop an approach to assess IRS's 
compliance, with the tenns of ftiese software licenses. 

Comments: We agree witti this recommendailon. We are executing an action plan that will 
allow us to populate the existing software data into tl^e Information Technology and Asset 
[Management Systems (ITAMS) database, included in this action plan is the repeatabla 
process that vnll inform the Asset iUanagament office of new licenses as we purchase them 
so we can include them in the database within established timeframes. We are also 
developirtg an action plan that will set procedures and polk;ies for the review and 
compliance to the terms of the licenses . 

Recommendalton : In addftion to fully Implementing our pravkws racommendatlons 
reganJing more effective leview of reimbursable recaivBtdes, we recommend 6iat you direct 
I RS management to ensure that, in the absence of an integrated general ledger system for 
IRS's custodial and administrative activities, IRS strengthen monltodhg and analysis of 
receivables to ensure that receivables are not being erroneously recorded as a result of the 
lack of integration between these two activities. 
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Commmts: We agre6 with yair recommendafion and ha\fe taken steps to better manage 
reimbursable acflvlty. We are reconciling al! reimkxirsable receivablB accounts with the 
appropriatB general ledger accounts monlhly. We are monitoring activities between 
custodial and actinlnlstiative accounts as part of this reconcHiatlon process. This 
recondltatlon process will ensure that we do not reflect intra-agency transfers as 
fscelvabtes from an outside party. We now have a process m place to routinely review 
open recelvableE and take action to write off amounts as appropriate. We are also 
dsveloixng af«l testing new AFS transactions to properly record activity affecting prior year 
accounts, wtilch was the cause of the overstatemerrt of the two spedfic reimbursable 
receivattles idertinied In your FY 2001 audit 

Reoommendalion : GAO did not ate a specific new recommendation relative to IRS's need 
to tSevelop procedures to estimate and accme operating revenue and expenses. How^ever, 
they did note that they have made recommendations on this topic In the past and the 
importance of addrssdng this issue in light erf the need to prepare Interim financial reports. 

Comtwms: We ag/w w» must estimate and accnje operating expenses in a timely 
manner. The ultniate goal is to acenie monthly during the year. We began recording 
quarterly accnjata for actuarial FBCA (woricer's compensation), accrued annual leave, and 
imputed inteiest costs in FY 2002 and plan to do so monthly In the near future. We 
disagree mat we ^ould estimate revenue from user fees and reoord It on a pro forma basis 
durlrig the year. In FY 200Z, we began recording actual revenues from user fees In our 

1 appreciate your inpi< and vwll continue to take the necessary steps to improve our financial 
management With the continued dedicatbn and cooperation of t»th our staffs, we wilt 
further enhance accounting procedures and internal controls. 



Sincerely, 
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The following is GAO's comment on the Internal Revenue Service's letter dated Jvme 

20, 2002. 

GAP Comment 

1, We have deleted material on this topic from our report. 
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